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Financial Highlights 


(dollar amounts in millions, except share data) 

1986 

Change 

1985 

Change 

1984 

Change 

Net sales 

$3,340.7 

+ 14% 

$2,930.1 

+ 13% 

$2,602.4 

+ 9% 

Net earnings 

318.9 

+ 13% 

281.1 

+ 12% 

250.5 

+ 3% 

Earnings per share 

2.58 

+ 13% 

2.28 

+ 36% 

1.68 

+ 6% 

Dividends per share 

1.02 

+ 13% 

.90 

+ 

6% 

.85 

+ 5% 

Funds provided by operations 

442.8 

+ 8% 

411.4 

+ 

9% 

377.0 

+ 19% 

Capital expenditures 

329.2 

+ 34% 

245.6 

-h 

7% 

228.9 

+ 46% 

Return on average equity 

40% 


48% 



27% 


Debt to total capital 

31% 


38% 



59% 


Shareholders of record 

21,711 


20,214 



22,340 


Average shares outstanding (000) 

123,481 


123.275 



149.380 
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Kellogg Company Annual Report 1986 

Kellogg Company, a diversified international company, specializes in the man¬ 
ufacture and marketing of quality convenience foods. Kellogg's' is recognized 
worldwide as the leading brand in ready-to-eat cereals. Other Kellogg brands 
include Mrs.Smith's: Salada', Eggo ? Le Gout: Whitney's: and Shirriff.' 

The Company’s product base features ready-to-eat cereals, frozen pies and 
waffles, toaster pastries, soups and soup bases, tea, yogurt, and snack items. 

Kellogg products are manufactured in 17 countries and distributed in 130 
countries. More than 17,000 people around the world work for Kellogg Company 
in manufacturing, distribution, and management. World headquarters are in 
Battle Creek, Michigan. 

Founded in 1906, Kellogg Company quickly established a reputation for excel¬ 
lence. Eight decades later that reputation continues. The Company has achieved 
42 consecutive years of increased sales, 35 years of increased earnings, and 30 
years of increased dividends. 

Kellogg is committed to worldwide growth through the efforts of dedicated 
people using modern, efficient technology to develop, produce, and distribute 
high-quality products at good value to consumers. 
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To Our Stockholders 


Your Company’s long record of con¬ 
sistent growth was further extended in 
1986, bolstered by sales strength in 
both developed and emerging mar¬ 
kets around the world. Sales increased 
for the 42nd consecutive year, earn¬ 
ings improved for the 35th consecu¬ 
tive year, and dividends were raised 
for the 30th consecutive year, with a 
per-share increase from $.90 to $1.02. 

With attention concentrated primarily 
on its core business, ready-to-eat cere¬ 
als, the Company continued to benefit 
from the geographic diversity of its 
worldwide manufacturing and mar¬ 
keting operations. This diversity con¬ 
tributes importantly to our financial 
strength and augments opportunities 
for long-term growth. 

Consumers are turning more and 
more to nutritious, grain-based, ready- 
to-eat cereal products to help meet 
their dietary needs. Demand for 
Kellogg products is increasing, but so 
is the intensity of competition in our 
business, especially in the United 
States. 


In 1987, and in years to come, we 
will work even harder to respond to 
consumers’ needs and to meet the 
challenges of the marketplace. We will 
continue our strategy of investing in 
new technologies, product develop¬ 
ment, and effective marketing support 
to help us meet those challenges. We 
also will remain committed to the 
highest standard of quality, not just in 
our products but throughout our en¬ 
tire organization. 

Our most important asset is an out¬ 
standing group of dedicated and highly 
competent employees, who take great 
pride in making Kellogg Company 
the best in its business. Their abilities 
and commitment give us confidence 
that the Company’s greatest achieve¬ 
ments are yet to come. 

Management Reorganization 
and Changes 

In mid-1986, the Company reorgan¬ 
ized its operations into three major 
divisions and named an operating 
president for each divison. 


In January 1987, Gerald D. Robinson 
retired as president and chief operat¬ 
ing officer and, in February 1987, Paul 
J. Kehoe retired as corporate vice 
chairman (see inside back cover). 

Other promotions in 1986 involving 
corporate officers were Daryl R. 
Schaller to senior vice president - 
science and technology, Paul A. 
Flumiston, Jr. to vice president - cor¬ 
porate technology, and Stephen D. 
McCurry to vice president - research. 

These changes are helping to strength¬ 
en our management and position our 
organization for new growth as we 
continue to focus on the potential of 
grain-based food products. 


William E. LaMothe 
Chairman of the Board 
Chief Executive Officer 


From left: Gerald D. Robinson, William E. 
IxiMothe, Robert L Nichols, Paul J. Kehoe. 

Kellogg Company's new corporate headquarters, 
which opened in June of1986 in Battle Creek, 
Michigan, contains many reminders of the impor- 
tance of grain to our business. A prime example 
is the grain pattern in windows, shown below 
and illustrated on the cover of this report. 



Horst W. Schroeder was named presi¬ 
dent of Kellogg North America, a 
new division formed to provide syner¬ 
gies from combining our U.S. Food 
Products Division and Kellogg Salada 
Canada, Inc. Arnold G. Langbo was 
named president of Kellogg Interna¬ 
tional, and Gary E. Costley was 
named president of U.S. Subsidiaries. 
Mr. Schroeder. Mr. Langbo, and Dr. 
Costley also are executive vice presi¬ 
dents of Kellogg Company. 

In addition, in February 1987, Charles 
W. Elliott joined the Company as 
executive vice president - administra¬ 
tion. Mr. Elliott’s 30 years with Price 
Waterhouse included a close associa¬ 
tion with Kellogg Company. 



President 

Chief Operating Officer 



Paul J. Kehoe 
Vice Chairman 


Robert L. Nichols^ 
Vice Chairman 
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Kellogg North America 


New synergies will promote 
continued growth 

Kellogg Company established the 
new operating division of Kellogg 
North America in mid-1986 to include 
the U.S. Food Products Division and 
Kellogg Salada Canada, Inc. This 
organizational structure will achieve 
greater coordination of marketing, 
production, and distribution in the 
United States and Canada. 

During 1986, the U.S. Food Products 
Division maintained its 40-plus mar¬ 
ket share amid somewhat slower 
growth in the ready-to-eat cereal cate¬ 
gory and intense new product and 
promotion activities in the market. 

Americans’ awareness of the health 
benefits from a high-fiber, low-fat 
diet continued to stimulate sales of 
Kellogg’s high-fiber cereals, includ¬ 
ing Kellogg’s* All-Bran? Kellogg’s * 
Bran Rakes, Kellogg's 8 Bran Buds? 
Kellogg’s * Raisin Bran, and Kellogg’s® 
Cracklin’ Oat Bran? 

Many other established brands per¬ 
formed very well in 1986, including 
Kellogg’s * Applejacks? Kellogg's * 
Cocoa Krispies ? the highly fortified 
Kellogg’s * Product 19? and Kellogg's • 
Frosted Mini-Wheats? The foundations 
of our ready-to-eat cereal franchise, 
Kellogg's Corn Rakes * and Kellogg’s 
Frosted Rakes? remained category 
leaders. 



The Company’s strategy of mean¬ 
ingful product introductions under¬ 
scored the success of two new cereals 
in 1986, Nutri-Grain* Almond Raisin 
and Kellogg's® Apple Cinnamon 
SquaresJ an extension of the highly 
accepted Kellogg’s 4 Raisin Squares™ 

Kellogg’s ® Pop-TartS? the leader in the 
U.S. toaster pastry category, achieved 
further grovrth. A new Peanut Butter 
and Jelly variety was successfully intro¬ 
duced in 1986. 

In Canada, an emphasis on tightening 
the advertising focus of established 
cereal products increased the con¬ 
sumption of Kellogg’s 8 Special K? 
Kellogg's Honey £ Nut Corn Rakes? 
and Kellogg's ® Rice Krispies? New na¬ 
tional advertising also strengthened 
the performance of Kellogg's * Frosted 
Mini-Wheats? Kellogg's Corn Flakes® 
continues to be Canada’s number one 
cereal product, accounting for 25 
percent of the Kellogg ready-to-eat 
cereal business. Kellogg's* Just Right™ 
All-Grain was launched early in 
1986 and exceeded performance 
expectations. 

Non-cereal products in Canada also 
contributed to a successful year, led by 
market leader Eggo® brand frozen 
waffles and Salada ® teas. 


Production facilities are 
modernized 

Utilization of our new ready-to-eat 
cereal facility at London, Ontario, was 
expanded during 1986, meeting our 
expectation for flexible, high quality 
food manufacture.This major invest¬ 
ment in advanced technology serves 
as a prototype for the Company’s 
long-term capital improvements 
around the world. 

Advanced technological concepts 
are also being applied to our largest 
cereal production facility in Battle 
Creek, Michigan. The new Building 
100, part of a $500 million upgrading 
of the Battle Creek plant, will house 
state-of-the art processing and pack¬ 
aging equipment as well as providing 
space for future expansion. 

Kellogg Company’s innovative 
marketing team and proficient sales 
organization are prepared to take 
advantage of every opportunity to 
increase consumer awareness of our 
products. They are supported by the 
manufacturing commitment to con¬ 
tinue striving for ongoing quality im¬ 
provements and higher productivity. 
Every level of the Kellogg organiza¬ 
tion is dedicated to improve effective¬ 
ness and to contribute to the overall 
goal of producing the best possible 
products at the lowest possible cost. 
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CORN FLAKES 
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Kellogg International 


Interest in health is a 
worldwide trend 

Decades of investment in production, 

' distribution, and marketing networks 
have made Kellogg the leader in vir¬ 
tually all of the 130 international mar¬ 
kets where our ready-to-eat cereal 
products are sold. In 1986, this invest¬ 
ment was more vigorous than ever 
before, and the result was strong 
growth in both developed and emerg¬ 
ing markets. 

Ever-increasing interest in health 
and fitness continued to increase con¬ 
sumer acceptance of nutritious, grain- 
based Kellogg products. A prime ex- 
' ample of this health trend is growing 
worldwide recognition of the benefits 
of a high-fiber, low-fat diet. 

Leadership in 
developed markets 

In Australia and Great Britain, where 
per capita consumption of ready-to- 
eat cereal is even higher than in the 
United States, growth was achieved 
by a wide range of our products, 
including Kellogg's* Bran Flakes, 
Kellogg's Fruit ’n Fibre T and the new 
Kellogg's* Nutri-Grain 4 in Great 
Britain and Kellogg’s Sustain* and 
Kellogg's All-Bran * in Australia. 

, Carefully targeted marketing pro¬ 
grams in both countries were exam¬ 
ples of the Company’s success in 
stimulating market growth through¬ 
out the world. 



To help prepare for future growth, 
large capital investments are being 
made. In the Sydney, Australia facil¬ 
ity, a new production line and reno¬ 
vated packing room will facilitate 
improved quality and operating effi¬ 
ciency. The construction of additional 
production capacity in the Man¬ 
chester, England plant will allow 
Kellogg to produce new and unique 
cereal products for distribution in 
Great Britain and other European 
countries. These major capital invest¬ 
ments will help us meet the growing 
demand for our products and assure 
that we remain the low-cost producer 
of the highest quality products. 

Bringing ready-to-eat cereal to 
the world’s breakfast table 

Nations where ready-to-eat cereal has 
not been a traditional part of breakfast 
offer Kellogg Company good oppor¬ 
tunities for long-term growth. 

In 1986, solid growth was achieved 
in emerging markets in Europe, most 
notably West Germany, France, and 
Spain. In West Germany, for example, 
the new Nutri-Grain* product was 
well received by consumers and 
Kellogg's ® Smacks * achieved more 
market growth than any other ready- 
to-eat cereal product. 


NUTRI- 

GRAIN 



with raisins 


In France and Spain, growth came 
from mainline products such as 
Kellogg's Corn Flakes ® and Kellogg’s 
Frosted Flakes? Sales performance of 
Corn Flakes also was excellent in Italy. 

Encouraging growth also continues 
in Mexico and other Latin American 
nations, helped by growing health 
consciousness by consumers. In 
Venezuela, where Kellogg celebrated 
its 25th anniversary year, Kellogg's 
All-Bran h was successfully launched 
with a Kellogg-sponsored health 
symposium for medical professionals. 

In Asia, there was significant growth in 
Japan, helped by growing consumer 
acceptance of Kellogg's Genmai Rakes," 
a flaked whole grain rice cereal intro¬ 
duced in 1984.The use of bilingual 
packaging promoted market growth 
in South Korea and Hong Kong. 
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US. Subsidiaries 


New products, high quality 
yield excellent results 

Our U.S. Subsidiaries, Mrs. Smith’s 
Frozen Foods Co., Fearn International 
Inc., Salada Foods Inc, and Whitney’s 
Foods, Inc., are important contributors 
to the Company’s overall success. 
They provide consumers with value- 
added products that are nourishing, 
great tasting, and convenient, and en¬ 
hance Kellogg Company’s reputation 
for outstanding quality and perform¬ 
ance in the marketplace. 

Mrs. Smith’s Frozen Foods Co. 

Mrs. Smith’s Frozen Foods recorded 
excellent results in both the frozen 
waffle and frozen pie categories. 

Eggo brand waffles again enjoyed a 
growth rate higher than that of the 
total category. The new Eggo* Nutri- 
Grain * Raisin and Bran frozen waffles 
were well received by consumers. 
Together with regular Eggo* Nutri- 
Grain * frozen waffles, they exceeded 
all other varieties except Eggo* 
Homestyle Waffles in popularity. 



In early 1987, Mrs. Smith’s will add 
a pecan variety to its very successful 
“Pie in Minutes ”” line. These are the 
first frozen pies to be packaged in 
their own microwave-safe containers. 
The five current varieties of “Pie in 
Minutes" are now available in about 
70 percent of the country, with fur¬ 
ther market expansion anticipated. 
Natural Juice* premium quality pies 
continue to contribute to Mrs. Smith’s 
growth of leadership share in the 
frozen pie business. 

The in-store bakery and foodservice 
segments of Mrs. Smith’s distribution 
channels recorded another year of 
significant growth, as did the Pure 
Packed Foods Division. 

To help meet growing demand for 
its products, Mrs. Smith’s purchased 
a frozen food production facility in 
Rossville, Tennessee. 

Feam International Inc. 

Fearn International continued to 
excel in quality foodservice products. 
In Fearris LeGout division, Culinary 
Classic " Soups achieved continued 
growth in the top-of-the-line soups 
category, successfully competing with 
frozen soups for quality and conve¬ 
nient preparation. Late in 1986, Fearn 
added Culinary Classic '" Wild Rice 
Soup to the LeGout line of premium 
canned soups. 


Saladai 

That's a lotta tea!’ 




()> BAGS 

MET WnT0?f?77 GRAMS) 


Also in 1986, the LeGout division 
added an instant cheese sauce and a 
ham base to its premium quality line 
of bases. LeGout* Natural 100, a 100 
percent fruit juice concentrate avail¬ 
able in six flavors, is fast becoming the 
low-cost quality choice with increased 
sales in the healthcare industry and 
potential for further growth because 
of its fresh taste and convenience. 

Salada Foods Inc 

Salada Foods Inc introduced a new 
concept in late 1986 to the highly com¬ 
petitive tea market. Salada* Sweetened 
Tea is the first tea bag to contain both 
tea and sweetener. Initial consumer 
acceptance has been good. Salada ® 
Naturally Caffeine Reduced Tea, intro¬ 
duced in 1984, continues to attract 
new trial users and more brand loyalty 
to the complete Salada line in its pri¬ 
mary distribution area, the northeast¬ 
ern states. 

Whitney’s Foods, Inc. 

Whitney’s Foods withdrew its line of 
Whitney’s * 100% Natural Yogurt from 
the saturated California market. 
Whitney’s will concentrate marketing 
and distribution of its 15 flavors of pre¬ 
mium quality yogurt in the eastern 
half of the country, where consumer 
acceptance is strong. 
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‘Dedicated people making 



Production helper Carmen 
Martinez on the Natural Juice * 
pie line at the San Jose, 
California, plant of Mrs. Smith's 
Frozen Foods Co. 



MUniVnAMIN 


Production employees Vaughn 
Jackson and Laura Cady on 
the Product 19* packing line of 
the Battle Creek, Michigan, 
cereal plant. 


in 










quality products for a healthier world’ 



Module operator Reid Klatt at 
the control console of the Project 
2000 cereal processing module 
in London, Ontario. 



Mike Bussey, associate research 
chemist, and Dr. Veronica Hicks, 
director of chemistry and physiol¬ 
ogy, conducting nutrient analysis 
tests in the Kellogg Science and 
Technology Center in Battle Creek. 
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Eleven-Year Summary 

(dollar amounts in millions, except share data) 


Summary of Operations 

Net 

Sales 

% 

Increase 

Pretax 

Earnings 

% 

Increase 

Net 

Earnings 

% 

Increase 

10-year Compound 







Growth Rate 

9% 



9% 


9% 


1986 

$3,340.7 


14% 

$586.6 

11% 

$318.9 

13% 

1985 

2,930.1 


13% 

527.4 

11% 

281.1 

12% 

1984 

2,602.4 


9% 

476.1 

7% 

250.5 

3% 

1983 

2,381.1 


1% 

444.0 

8% 

242.7 

7% 

1982 

2,367.1 


2% 

410.9 

9% 

227.8 

11% 

1981 

2,321.3 


8% 

378.6 

12% 

205.4 

12% 

1980 

2,150.9 


16% 

338.3 

20% 

184.0 

14% 

1979 

1,846.6 


9% 

281.6 

4% 

161.5 

12% 

1978 

1,690.6 


10% 

271.7 

4% 

144.4 

5% 

1977 

1,533.4 


11% 

261.4 

4% 

137.6 

6% 

1976 

1,385.4 


3% 

251.4 

19% 

130.0 

21% 

Other Information and Financial Ratios 





Property, 

Capital 


Deprecia¬ 

Total 

Number of 

Manufacturing 


Net 

Expenditures 

tion 

Assets 

Employees 

Facilities 

1986 $1,281.1 

$329.2 


$92.7 

$2,084.2 

17,383 

36 

1985 

1,035.9 

245.6 


75.4 

1,726.1 

17,082 

37 

1984 

856.0 

228.9 


63.9 

1.667.1 

17,239 

38 

1983 

743.2 

156.7 


62.8 

1,467.2 

18,293 

39 

1982 

682.2 

121.1 


55.9 

1,297.4 

19,290 

43 

1981 

658.4 

146.4 


49.1 

1,279.1 

20,260 

45 

1980 

582.2 

122.9 


44.7 

1,181.9 

21,285 

45 

1979 

509.0 

80.9 


40.5 

1,049.8 

20,818 

47 

1978 

474.0 

86.7 


36.3 

941.9 

20.905 

45 

1977 

422.1 

75.9 


31.9 

839.0 

20.405 

46 

1976 

377.0 

90.0 


25.3 

765.5 

19.720 

43 


Net Sales 

billions ol dollars 


Net Earnings 

millions of dollars 


Return on Equity 
and Assets 

percent 

■ Equity 

■ Assets 


Book Value Per 
Common Share 

dollars 



■ 




0 82 83 84 85 86 


82 83 84 85 86 0 82 83 84 85 86 0 82 83 84 85 86 
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Net 

Earnings 

Per Common Share Data 

Cash 

Dividends 

Book 

Value 

Working 

Capital 

Long-term 

Debt 

Shareholders’ 

Equity 

12% 

7% 





$2.58 

$1.02 

$7.27 

$ 43.2 

$264.1 

$898.4 

2.28 

.90 

5.54 

173.8 

392.6 

683.0 

1.68 

.85 

3.96 

87.4 

364.1 

487.2 

1.59 

.81 

6.39 

302.4 

18.6 

977.9 

1.49 

.76 

5.79 

256.5 

11.8 

884.7 

1.34 

.71 

5.30 

281.3 

88.2 

810.3 

1.20 

.67 

4.81 

276.3 

82.7 

735.8 

1.06 

.65 

4.28 

258.0 

84.6 

654.2 

.94 

.60 

3.87 

222.3 

84.0 

590.9 

.90 

.56 

3.52 

206.7 

80.3 

537.0 

.85 

.50 

3.17 

204.0 

85.9 

482.5 



Financial Ratios 


Average Shares 
(000) 

Outstanding 

Share¬ 
holders 
of Record 

Current 

Ratio 

Pretax Interest 
Coverage 
(times) 

Return on 
Average 

Equity 

Debt to 

Total 

Capital 

i.i 

13 

40% 

31% 

123,481 

21,711 

1.4 

11 

48% 

38% 

123,275 

20,214 

1.1 

26 

27% 

59% 

149,380 

22,340 

1.8 

64 

26% 

4% 

152,934 

22,872 

1.8 

51 

27% 

2% 

152,878 

20,489 

1.9 

33 

27% 

11% 

152,864 

20,716 

2.0 

34 

26% 

12% 

152,860 

21,641 

2.1 

28 

26% 

15% 

152,846 

21,207 

2.1 

29 

26% 

16% 

152,808 

20,869 

2.2 

29 

27% 

17% 

152,622 

20,351 

2.3 

29 

29% 

18% 

152,254 

20,054 


Funds Provided by 
Operations 




millions of dollars 


Common Share 


« Olher 


dollars 

Net Earnings 

■ Depreciation 

Capital Expenditures 

■ Earnings 

to Net Sales 

■ Net Earnings 

millions of dollars 

■ Dividends 

percent 
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Financial Review 


Operations 

As in each of the previous thirty-four years, new highs in sales 
and earnings were attained in 1986. Consolidated sales at $3.34 
billion were up fourteen percent, following gains of thirteen per¬ 
cent in 1985 and nine percent in 1984. Net earnings improved by 
thirteen percent to $319 million ($2.58 a share) following in¬ 
creases of twelve percent in 1985 and three percent in 1984. 

Sales increased as a result of several factors. Domestic opera¬ 
tions achieved a nine percent increase to $2.27 billion on the 
strength of a two percent rise in ready-to-eat cereal volume and 
a three percent rise in noncereal volume. The improvement 
was further enhanced by favorable pricing actions. 

Canadas six percent sales increase to $188 million was due pri¬ 
marily to volume gains of four percent in both the ready-to-eat 
cereal and noncereal categories. Increased selling prices, offset 
partially by the effect of translating Canadian results at lower 
exchange rates, also contributed to the improvement. 

In Europe, the thirty-five percent increase in sales dollars was 
principally the result of a nine percent rise in cereal volume, 
benefits gained through price increases, and favorable currency 
translation effects.The sales increase in other areas resulted 
from a ten percent rise in cereal volume and higher pricing. 

Cost of goods sold as a percentage of net sales has declined 
from fifty-seven percent in 1984 to fifty-five percent in 1985 and 
to fifty-two percent in 1986. The favorable trend reflects timely 
price increases in combination with stable ingredient costs, 
the impact of cost containment programs, and production 
efficiencies. 

Selling and administrative expense absorbed twenty-eight 
percent of each sales dollar in 1986, compared with twenty-six 
percent in 1985 and twenty-five percent in 1984.These increases 
reflect the Company’s commitment to invest heavily in market¬ 
ing programs. 

Interest expense and interest revenue increased by similar 
amounts. Interest expense was unfavorably affected by a $10 
million reduction in the amount of interest capitalized. 

Other deductions for 1986 include a $21.3 million loss related 
to the purchase and redemption of the Company’s $150 million, 
12 l /4 percent debentures due February 15,2015, and losses from 
nonrecurring events amounting to $10.4 million.The after-tax 
effect of these transactions was approximately $19.5 million 
or 16 cents a share. 

The net earnings increases in the United States and Europe 
were due to the higher sales levels, improved gross margins, 
and favorable effective tax rates.The slight earnings decrease 
in Canada was due to less interest capitalized on the new pro¬ 
duction facility offset partially by a research and development 
tax credit. Net earnings for operations in other areas decreased 
due to a nonrecurring loss of $5.7 million in 1986 which was 
partially offset by the effects of increased sales and favorable 
gross margins. 

Fourth quarter 1986 net earnings increased thirty percent over 
the 1985 fourth quarter reflecting a seven percent increase in 
ready-to-eat cereal volume and much improved gross margins. 


Geographic operating segments — 

covered by Report of Independent Accountants 


Net sales 

(millions) 

1986 

Change 

1985 

Change 

1984 

Change 

United States 

$2,268.7 

+ 9% 

$2,074.9 

+ 16% 

$1,789.6 

+ 15% 

% of total 

68% 


71% 


69% 


Canada 

188.1 

+ 6% 

1776 

- 1% 

178.9 

+ 2% 

% of total 

6% 


m 


7% 


Europe 

640.3 

+ 35% 

474 9 

+ 12% 

425.9 

- 3% 

% of total 

19% 


16% 


16% 


Other areas 

243.6 

+ 20% 

202 7 

- 3% 

208.0 

0% 

% of total 

7% 


7% 


8% 


Consolidated 

$3,340.7 

+ 14% 

$2,930.1 

+ 13% 

$2,602.4 

+ 9% 

Net earnings 

(millions) 

1986 

Change 

1985 

Change 

1984 

Change 

United States 

$247.5 

+ 11% 

$222 7 

+ 14% 

$194.7 

+ 14% 

% of total 

78% 


79% 


78% 


Canada 

11.3 

- 3% 

117 

+ 1% 

11.6 

- 58% 

% of total 

3% 


1 


4% 


Europe 

53.2 

+ 37% 

38.8 

+ 11% 

35.0 

- 9% 

% of total 

17% 


14% 


14% 


Other areas 

6.9 

- 13% 

7.9 

-14% 

9.2 

+ 53% 

% of total 

2% 


3% 


4% 


Consolidated 

$318.9 

+ 13% 

$281 1 

+ 12% 

$250.5 

+ 3% 

Identifiable assets 






(millions) 

1986 

Change 

1985 

Change 

1984 

Change 

United States 

$ 984.4 

+ 18% 

$ 833.6 

+ 14% 

$ 731.6 

+ 8% 

% of total 

47% 


48% 


44% 


Canada 

289.5 

+ 10% 

262.7 

+ 6% 

247.5 

+ 29'% 

% of total 

14% 


15% 


15% 


Europe 

409.3 

+ 21% 

337.9 

+-51% 

223.3 

4 14% 

% of total 

20% 


m 


m> 


Other areas 

198.2 

+ 25% 

158.9 

+ 7% 

148.6 

+ 6% 

% of total 

9% 


m 


9% 


Corporate assets 202.8 

+ 52% 

133.0 

- 58% 

316.1 

+ 20% 

% of total 

10% 


8% 


19% 


Consolidated 

$2,084.2 

+ 21% 

$1,726.1 

+ 4% 

SI.667.1 

+ 14% 


Liquidity and Capital Resources 

The financial position of the Company remained strong as 
shown by the December 31,1986, Consolidated Balance Sheet. 

Outlays for capital improvements in 1986 totaled $329 million, 
compared with $246 million in the prior year. The primary goal 
of the capital expenditure program is the continued moderniza¬ 
tion and expansion of both plant and machinery in order to 
produce the highest quality product at the lowest possible cost. 
The program is to be expanded during 1987, resulting in an in¬ 
crease in capital expenditures to an estimated $395 million. 

During the second and fourth quarters of 1986, the Company 
purchased $123.7 million and redeemed $26.3 million of its 
$150 million 12F-i percent debentures due February 15,2015.The 
debt extinguishment was financed with short-term borrowings 
and funds provided from operations and is expected to have a 
favorable impact on earnings in future periods due to lower 
interest rates. 

















At year-end, total borrowings amounted to $400 million, down 
$28 million from last year. Total debt as a percentage of total 
capitalization was 31 percent as compared to 38 percent last 
year due to the reduction in debt and increase in retained 
earnings. 

The Company maintains credit facilities with banking institu¬ 
tions in the U.S. and other countries where it conducts business. 
At year-end, the Company had $321 million of short-term lines 
of credit of which $271 million was not being used. Commercial 
paper (A-1 + /P-1 rated) is also used to fund seasonal working 
capital requirements. The Company also enjoys strong debt 
ratings (AA-f/Aal/D & PI) on its Eurodollar Notes. 

At December 31,1986, working capital was $43 million com¬ 
pared with $174 million at year-end 1985. The current ratio w r as 
1.1 compared with 1.4 for the prior year-end. The decline in 
working capital and the current ratio w'as principally due to the 
Company’s purchase of a portion of its $150 million debentures 
with proceeds from short-term debt. 

Dividends paid per share were increased for the thirtieth con¬ 
secutive year in 1986 as the total climbed to $126 million from 
$111 million in 1985. The increase reflects a per share increase 
of thirteen percent to $1.02. 

Shareholders’ equity increased by thirty-tw'o percent to $898 
million at year-end 1986. Total assets increased twenty-one per¬ 
cent during 1986 and now exceed $2 billion. Current assets 
make up thirty-five percent of this total as compared to thirty- 
six percent at the 1985 year end. 

The United States Tax Reform Act of 1986 is expected to have 
a favorable effect on 1987 net earnings approximating $20 
million. In addition, the deferred income tax liability will be re¬ 
duced by a similar amount if the Financial Accounting Stan¬ 
dards Board adopts its proposed liability method for deferred 
taxes. 

The Company will fully adopt FASB Statement No. 87 “Employ¬ 
ers’Accounting for Pensions,” effective January 1,1987, for all 
domestic and foreign operations with pension plans. The new 
accounting requirements are expected to reduce pension ex¬ 
pense by approximately $6 million and initially increase long¬ 
term liabilities and intangible assets by approximately $26 mil¬ 
lion due to underfunded pension plans in the United States. 

Management is not aware of any adverse trends that would ma¬ 
terially affect its strong financial position or the ability to provide 
financial resources to fund capital expenditures, dividends, and 
working capital requirements. 

Dividends and common stock 

The dividend payments for the year totaled $1.02 a share up 
over 13 percent from 1985. 

The principal market for trading Kellogg shares is the New York 
Stock Exchange. The shares also are traded on the Boston, Cin¬ 
cinnati, Midwest, Pacific, and Philadelphia Stock Exchanges.The 
closing price (on the NYSE) on December 31,1986, was $51.75. 


Dividends paid and the quarterly price ranges on the New York 
Stock Exchange during the last two years are as follows. 


1986 


Dividend 

High 

Low 

4th Quarter 


$ .27 

$55.00 

$46.50 

3rd Quarter 


.25 

58.12 

42.25 

2nd Quarter 


.25 

58.63 

37.00 

1st Quarter 


.25 

43.00 

33.50 

$1.02 

1985 

4th Quarter 


$.23 

$36.00 

$29.88 

3rd Quarter 


.23 

31.50 

25.81 

2nd Quarter 


.22 

29.88 

22.94 

1st Quarter 


.22 

25.00 

19.25 

$.90 

Quarterly operating results 



Net sales 


Gross profit 

(millions) 

1986 

1985 

1986 

1985 

First 

$ 798.0 

$ 703.5 

$ 381.1 

S 320.7 

Second 

867.2 

713.7 

418.3 

326.6 

Third 

866.2 

794.9 

415.9 

370.5 

Fourth 

809.3 

718.0 

380.8 

307.3 


$3,340.7 

$2,930.1 

$1,596.1 

$1,325.1 


Net earnings 

Earnings per share 

(millions, except 
share data) 

1986 

1985 

1986 

1985 

First 

$ 76.5 

$ 71.1 

$ .62 

$ .58 

Second 

69.2 

62.2 

.56 

.50 

Third 

102.8 

93.6 

.83 

.76 

Fourth 

70.4 

54.2 

.57 

.44 


$318.9 

$281.1 

$2.58 

$2.28 


The second quarter of 1986 includes a loss of 8C a share from the buyback 
of a portion of the Company’s 12 ^ 4 % Sinking Fund Debentures. 


Distribution of revenue 

Revenue rose 13 percent to $3.3 billion in 1986.The allocated 
cost of materials, services, assets, and interest rose 15 percent 
to $2.1 billion. As a result, there was a ten percent increase in 
the amount available to compensate employees and provide 
for benefits on their behalf, pay taxes to governmental units 
and dividends to shareholders, and provide funds for expan¬ 
sion and modernization of facilities. 


Revenue available for distribution (millions) 

Revenue 

$3,321.4 

100.0C 

Less allocated cost 

2,118.1 

63.8C 

Revenue available for distribution 

$1,203.3 

36.2C 

Distribution of revenue 

Wages, salaries, and employee benefits 


17.9C 

Taxes 


8.7C 

Dividends to shareholders 


3.8C 

Reinvestment in the business 


5.8C 


36.2C 
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Kellogg Company and Subsidiaries 

Consolidated Earnings and Retained Earnings 

Year ended December 31. 


(millions) 

1986 

1985 

1984 

Net sates 

$3,340.7 

$2,930.1 

$2,602.4 

Interest revenue 

11.7 

7.2 

27.7 

Other revenue (deductions), net 

(31.0) 

(2.8) 

3.9 


3,321.4 

2,934.5 

2,634.0 

Cost of goods sold 

1,744.6 

1,605.0 

1,488.4 

Selling and administrative expense 

948.7 

766.7 

650.8 

Interest expense 

41.5 

35.4 

18.7 


2,734.8 

2,407.1 

2,157.9 

Earnings before income taxes 

586.6 

527.4 

476.1 

Income taxes 

267.7 

246.3 

225.6 

Net earnings —$2.58, $2.28, and $1.68 a share 

318.9 

281.1 

250.5 

Retained earnings, beginning of year 

1,288.5 

1,118.4 

991.5 

Dividends paid —$1.02, $.90, and $.85 a share 

(125.9) 

(111.0) 

(123.6) 

Retained earnings, end of year 

$1,481.5 

$1,288.5 

$1,118.4 


See notes to financial statements. 
















Kellogg Company and Subsidiaries 

Consolidated Balance Sheet 

At December 31. 


(millions) 

1986 

1985 

Current assets 



Cash and temporary investments 

$ 198.1 

$ 127.8 

Accounts receivable, less allowances of $2.3 and $2.2 

217.5 

203.9 

Inventories: 



Raw materials and supplies 

147.7 

135.6 

Finished goods and materials in process 

117.7 

110.3 

Prepaid expenses 

48.6 

40.5 

Total current assets 

729.6 

618.1 

Property 



Land 

29.7 

25.6 

Buildings 

439.0 

321.2 

Machinery and equipment 

1,172.6 

903.2 

Construction in progress 

213.1 

280.4 

Accumulated depreciation 

(573.3) 

(494.5) 

Property, net 

1,281.1 

1,035.9 

Intangible assets 

28.0 

28.3 

Other assets 

45.5 

43.8 

Total assets 

$2,084.2 

$1,726.1 

Current liabilities 



Current maturities of debt 

$ 135.6 

$ 34.8 

Accounts payable 

262.8 

189.7 

Accrued liabilities: 



Income taxes 

72.2 

29.4 

Salaries and wages 

51.0 

41.8 

Promotion 

101.2 

71.3 

Interest 

25.6 

30.9 

Other 

38.0 

46.4 

Total current liabilities 

686.4 

444.3 

Long-term debt 

264.1 

392.6 

Other liabilities 

16.4 

12.3 

Deferred income taxes 

218.9 

193.9 

Shareholders 1 equity 



Common stock, $.25 par value—shares authorized 165,000,000; 



issued 153,744,802 and 153,613,602 

38.4 

38.4 

Capital in excess of par value 

49.3 

44.5 

Retained earnings 

1,481.5 

1,288.5 

Treasury stock, at cost—30,182,783 and 30,245,018 shares 

(575.6) 

(576.8) 

Currency translation adjustment 

(95.2) 

(111.6) 

Total shareholders’ equity 

898.4 

683.0 

Total liabilities and shareholders’ equity 

$2,084.2 

$1,726.1 


See notes to financial statements. 
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Kellogg Company and Subsidiaries 

Changes in Consolidated Financial Position 

Year ended December 31. 


(millions) 

1986 

1985 

1984 

Source of funds 




Net earnings 

$318.9 

$ 281.1 

$ 250.5 

Depreciation 

92.7 

75.4 

63.9 

Deferred income taxes and other 

31.2 

54.9 

62.6 

Funds provided by operations 

442.8 

411.4 

377.0 

Changes in components of working capital: 




Accounts receivable 

(13.6) 

(21.4) 

(25.4) 

Inventories 

(19.5) 

(24.8) 

(4.3) 

Prepaid expenses 

(8.1) 

(1.5) 

1.4 

Current maturities of debt 

100.8 

(305.8) 

320.6 

Accounts payable 

73.1 

62.3 

10.6 

Accrued liabilities 

68.2 

23.7 

(27.8) 

Net change 

200.9 

(267.5) 

275.1 

Funds provided by operations and changes in working capital 

643.7 

143.9 

652.1 

Issuance of long-term debt 

22.6 

31.5 

348.1 

Issuance of common stock 

4.8 

3.7 

6.7 

Property’ disposals 

4.1 

4.3 

12.0 

Other 

13.5 

8.7 

4.0 

Total source of funds 

688.7 

192.1 

1,022.9 

Use of funds 




Additions to properties 

329.2 

245.6 

228.9 

Cash dividends 

125.9 

111.0 

123.6 

Purchase of treasury’ stock 



577.8 

Reduction in long-term debt 

151.3 

2.8 

2.7 

Other 

15.4 

23.8 

14.7 

Total use of funds 

621.8 

383.2 

947.7 

Effect of exchange rate changes on working capital 

3.4 

10.0 

(15.1) 

Increase (decrease) in cash and temporary investments 

$ 70.3 

$(181.1) 

$ 60.1 


See notes to financial statements. 

















Kellogg Company and Subsidiaries 

Notes to Financial Statements 


Note 1 Accounting policies 

Consolidation 

The consolidated financial statements include the accounts 
of Kellogg Company and its wholly-owned subsidiaries. Inter¬ 
company balances and transactions are eliminated. 

Inventories 

Inventories include raw materials, labor, and manufacturing 
expenses and are valued at the lower of cost (principally 
average) or market. 

Property 

Fixed assets are recorded at cost and depreciated over esti¬ 
mated useful lives using straight-line methods for financial 
reporting and accelerated methods for tax reporting. Interest 
cost amounting to $7.5 million in 1986 and $17.5 million in 1985 
was capitalized as part of the construction cost of capital assets. 
Interest costs prior to 1985 were expensed when incurred, as 
the amount related to the construction of capital assets was 
not material. 

Intangible assets 

Intangible assets represent the unamortized excess of cost over 
fair market value of net assets of businesses acquired by pur¬ 
chase (goodwill) and trademarks. Goodwill amounting to $19.0 
million recorded prior to November 1,1970, is not being amor¬ 
tized as it is considered to have continuing value over an 
indefinite period. Trademarks and the balance of goodwill are 
being amortized by the straight-line method, principally over 
40 years. 

Net earnings per share 

Net earnings per share is determined by dividing net earnings 
by the weighted average number of common shares 
outstanding. 

Investment credits 

Tax laws of the United States and certain foreign countries 
provide for tax credits for qualifying expenditures. Such credits 
are used to reduce current income tax provisions. 

Note 2 Leases 

Operating leases generally are for equipment and warehouse 
space. Rent expense on all operating leases, which generally 
are renewable at the Company’s option, amounted to $31.7 
million in 1986, $25.7 million in 1985, and $20.1 million in 1984. 
Future minimum rental commitments under noncancelable 
leases are not material. 

Note 3 Research and development 

Research and development costs charged to earnings approxi¬ 
mated $38.2 million in 1986, $33.9 million in 1985, and $31.9 
million in 1984. 


Note 4 Retirement plans 

The Company and its subsidiaries have various pension plans 
to provide retirement benefits for substantially all employees. 
Pension costs are actuarially determined, include amortization 
of prior service costs over periods ranging principally from 20 
to 30 years, and are funded substantially as accrued. Pension 
expense amounted to $20.4 million in 1986, $25.6 million in 
1985, and $20.9 million in 1984. The decrease in 1986 pension 
expense occurred principally due to changes in actuarial 
assumptions used in the calculation of pension plan data in 
the United States. In 1985, the increase in pension expense 
occurred principally due to plan improvements in the 
United States. 

Benefit and asset data for plans representing 91 percent of 
total pension expense in 1986 and 89 percent in 1985 is pre¬ 
sented below as of the plans’ most recent valuation dates. 
Accumulated plan benefits are determined using various in¬ 
terest rates for respective plans (weighted average 8.4 percent 
for 1986 and 7.8 percent for 1985). Net assets are measured 
at market value. 


(millions) 

1986 

1985 

Actuarial present value of accumulated plan benefits: 
Vested 

$286.6 

$246.1 

Nonvested 

16.4 

14.1 


$303.0 

$260.2 

Net assets available for benefits 

$313.8 

$243.1 


The Company’s other pension plans in the aggregate are not 
material. 


The Company and certain of its subsidiaries provide health 
care and life insurance benefits for certain retirees. The costs, 
expensed principally as paid, are not material. 

Note 5 Foreign currency translations 

Most effects of exchange rate changes are reflected as a cur¬ 
rency translation adjustment in shareholders’equity. Exchange 
adjustments attributable to operations in highly inflationary 
economies are reflected in earnings along with the exchange 
adjustments related to foreign currency transactions that affect 
cash flows. 

The currency translation adjustment included in shareholders’ 
equity consists of the following components. 


(millions) 

1986 

1985 

Balance. January!. 

$(111.6) 

$(132.6) 

Exchange adjustments 

16.0 

21.1 

Income tax effect of the adjustments 

.4 

CD 

Balance. December 31, 

$ (95.2) 

$(111.6) 
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Note 6 Income taxes 

Income taxes are provided on the basis of earnings reported in 
the financial statements. To the extent that certain transactions 
are reported in different periods for tax purposes, a portion of 
the provision for taxes is classified as deferred. The components 
of pretax earnings and of income tax expense follow. 


(millions) 

1986 

1985 

1984 

Earnings before income taxes 




United States 

$471.1 

$424.3 

$380.2 

Foreign 

115.5 

103.1 

95.9 


$586.6 

$527.4 

$476.1 

Income Taxes; 




Currently payable: 




Federal 

$178.7 

$155.1 

$135.5 

State 

17.1 

11.7 

16.4 

Foreign 

44.8 

32.6 

10.2 


240.6 

199.4 

162.1 

Deferred: 




Federal 

22.7 

29.5 

27.2 

State 

1.7 

2.3 

.8 

Foreign 

2.7 

15.1 

35.5 


27.1 

46.9 

63.5 

Total income taxes 

$267.7 

$246.3 

$225.6 


Following is a reconciliation of the U.S. statutory income tax 
rate to the Company’s effective income tax rate and rate of 
income tax currently payable. 



1986 

1985 

1984 

U.S. statutory rate 

46.0% 

46.0% 

46.0% 

State income taxes, net of federal credit 

1.7 

1.4 

1.9 

Investment credits 

(1.2) 

(1.7) 

(2.0) 

Research and development credits 

(.7) 



Other 

(-2) 

1.0 

1.5 

Effective income tax rate 

45.6% 

46.7% 

47.4% 

Deferred tax effect of: 




Accelerated depreciation 

(3.5) 

(4.8) 

(9.4) 

Other tax timing differences 

(11) 

(4.1) 

(40) 

Rate of income tax currently 




payable before effect of tax leases 

41.0% 

37.8% 

34.0% 

Recognition of tax lease benefits 

(-2) 

(2) 

(.7) 

Rate of income tax currently payable 

40.8% 

37.6% 

33.3% 


At December 31,1986, $481 million of earnings of foreign sub¬ 
sidiaries is considered permanently invested in those busi¬ 
nesses. Accordingly, U.S. income taxes have not been provided 
for such earnings. 


Note 7 Debt 

Short-term debt consists of bank loans of foreign subsidiaries 
and, in 1986, $79.4 million of 6.2% domestic commercial paper. 

During 1986, the Company extinguished its 12 ] A% Sinking Fund 
Debentures, resulting in a pretax loss of $21.3 million which is 
included in Other Deductions. 

On October 23,1986, the Company issued $35 million of Aus¬ 
tralian Dollar denominated \4Yh% notes due October 23,1989, 
to finance plant construction projects in Australia. 


Information on long-term debt follows. 


(millions) 

1986 

1985 

m% Sinking Fund Debentures due 1996-2015 

$ 

$149.3 

10 7/ 8% Eurodollar Notes due 1990 

99.9 

99.9 

11 Va% Eurodollar Notes due 1992 

99.9 

99 ) 

12V<% Australian Dollar Notes due 1988 

20.0 

20.5 

14‘/h% Australian Dollar Notes due 1989 

23.2 


Other 

23.3 

25.1 


266.3 

394.7 

Less current maturities 

2.2 

2.1 


$264.1 

$392.6 


Principal payments are due as follows (in millions): 1988 $22; 
1989 - $26; 1990 - $100; 1991 - $0. 


The Company has credit agreements providing for borrowing 
an aggregate of approximately $321 million on an unsecured 
basis, $271 million of which is unused at December 31,1986. 




























Note 8 Common stock and other capital 

On December 30,1985, shareholders approved an increase in 
the authorized shares of common stock from 100 million to 165 
million and approved a two-for-one stock split to shareholders 
of record on January 6,1986.The stated par value per share of 
common stock was changed from $.50 to $.25. All share and 
per share amounts have been restated to retroactively reflect 
the stock split. 

On November 14,1984, the Company purchased 30,300,000 of 
its common shares at a total cost of $577.8 million. A summary 
of capital stock transactions follows. 


(millions) 

Common 

Stock 

Capital in 
excess of 
par value 

Treasury 

Stock 

Balance. January 1.1984 

S38.2 

$34.4 


Stock options exercised 

.2 

6.4 


Treasury stock purchased 



$577.8 

Balance. December 31.1984 

38.4 

40.8 

577.8 

Stock options exercised 


3.5 


Other changes 


.2 

(1.0) 

Balance, December 31. 1985 

38.4 

44.5 

576.8 

Stock options exercised 


3.4 


Other changes 


1.4 

(1.2) 

Balance, December 31,1986 

$38.4 

$49.3 

$575.6 


Under the Company's stock option plan, options may be 
granted at not less than the fair market value of the Company’s 
common stock at the time of grant. Such options are exercis¬ 
able when granted and expire ten years from date of grant. 
Options for 1.285.875 and 1,540,200 shares were available for 
grant at December 31,1986, and January 1.1986, respectively. 

A summary of transactions under the plan follows. 



1986 

Price range 

Under option. January 1. 

683,076 

$11.25-531.37 

Granted 

257,125 

48.63 

Exercised 

131,310 

11.25- 48.63 

Terminated 

2,800 


Under option. December 31. 

806,091 

$11.25-548.63 


Note 9 Operating segments 

The Company operates in a single industry—manufacturing 
and marketing convenience food products throughout 
the world. 

Information presented on page 14 describes operations by geo¬ 
graphic area. Included are schedules of net sales and net earn¬ 
ings for the years 1986,1985. and 1984, and the related year-end 
identifiable assets, including corporate assets that are com¬ 
prised principally of cash and temporary investments. Transfers 
of products between geographic areas are not material. 


Report of Independent Accountants 

lYice Waterhouse 

To the Shareholders and Board of Directors 
of Kellogg Company 

In our opinion, the consolidated financial statements appearing 
on pages 16 through 21 of this report present fairly the financial 
position of Kellogg Company and its subsidiaries at December 
31,1986 and 1985. and the results of their operations and the 
changes in their financial position for each of the three years in 
the period ended December 31.1986. in conformity with gener¬ 
ally accepted accounting principles consistently applied. Our 
examinations of these statements were made in accordance 
with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the 
circumstances. 



February 20.1987 
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Kellogg Brands and Products 

(by location of manufacture) 


Argentina 

Kelloggs* cereals, snacks 

Australia 

Kelloggs* cereals 

Brazil 

Kelloggs' baby food cereals, cereals 

Canada 

Kelloggs* cereals, toaster pastries 
Eggo * waffles 
Farm House * pies 
Mrs. Smith's * pies 

Saluda* drink mixes, fudge 
mixes, tea 

Shirriff * desserts, jelly and 
marmalade, pie fillings, potatoes, 
puddings, snack dips, toppings 

Colombia 

Kelloggs* cereals 

Denmark 

Kellogg’s* cereals 
Foska peas 

Mollerens macaroni, peas, 
spaghetti 

Great Britain 

Kelloggs* cereals 
Askey* cones, syrups, wafers 

Guatemala 

Kelloggs* beans, cereals, gelatins, 
puddings 

Jamaica 

Acocoa cocoa powder 
Blue Mountain coffee 
Carib' M coffee 
Foska cereal 
Lushus* jelly crystals 

Salada * drink mixes, espresso, 
instant coffee, sugar 

Shirriff ™ coffee 


Japan 

Kellogg's 8 cereals 

Mexico 

Kellogg’s " cereals 

South Africa 

Kellogg’s * cereals, drink mixes 
Lushus* jelly 

South Korea 

Kellogg’s ' cereals 

Spain 

Kellogg’s ' cereals 

United States 

Kellogg’s * cereals, croutons, 
granola-type bars, non-dairy 
creamer, toaster pastries 

Eggo 8 dressings, mayonnaise, mixes, 
syrups, waffles 

Dutch Maid whipped topping 

Hostess non-dairy’ creamers, 
whipped topping 

Junket * custard and rennet tablets 

Le Gout* desserts, drink mixes, 
entrees, gravies, juice bases, 
pudding and pie fillings, sauces, 
soup bases, soups 

Mrs. Smith’s* pies, whipped topping 

Salada * dessert fillings and 
glazes, tea 

Hansen Island ™ fudge mix 
Whitney's* yogurt 

Venezuela 

Kelloggs * cereals, custards, flans, 
puddings, gelatins 

West Germany 

Kelloggs' cereals, granola-type 
bars, rice 


Kellogg North America 

Battle Creek, Michigan 
San Leandro, California 
Omaha, Nebraska 
Lancaster, Pennsylvania 
Memphis, Tennessee 
London, Ontario, Canada 
Rexdale. Ontario. Canada 
Montreal, Quebec, Canada 

Kellogg International 

Buenos Aires, Argentina 
Sydney. Australia 
Sao Paulo, Brazil 
Bogota, Colombia 
Svendborg. Denmark 
Aylesbury, Great Britain 
Manchester, Great Britain 
Wrexham, Great Britain 
Guatemala City, Guatemala 
Kingston, Jamaica (2) 
Takasaki, Japan 
Queretaro, Mexico 
Springs, South Africa 
Ansung, South Korea 
Vails, Spain 
Maracay, Venezuela 
Bremen, West Germany 

U.S. Subsidiaries 
Fearn International Inc. 
Franklin Park, Illinois 
Los Angeles. California 
Milpitas, California 

Mrs. Smith’s Frozen Foods Co. 
Pottstown, Pennsylvania 
San Jose. California 
Atlanta, Georgia 
Blue Anchor, New Jersey 
Morgantown, Pennsylvania 
Arlington. Tennessee 

Salada Foods Inc 
Little Falls. New York 
Whitney’s Foods, Inc. 

Battle Creek. Michigan 






Corporate Directory 


Directors 

Charles M. Bliss 

Chairman of the Board and 
Chief Executive Officer Retired 
Harris Trust and Savings Bank 
Chicago, Illinois 

Brian R Bums 

Chairman and 
Chief Executive Officer 
Boothe Financial Corporation 
San Francisco, California 

Philip Caldwell 

Senior Managing Director 
Shearson Lehman Brothers, Inc. 
Chairman and 

Chief Executive Officer Retired 
Ford Motor Company 
New Canaan, Connecticut 

Elliott M. Estes 

President and 

Chief Operating Officer Retired 
General Motors Corporation 
Detroit, Michigan 

Gordon Gund 

President and Chief Executive Officer 
Gund Investment Corporation 
Princeton, New Jersey 

Paul J. Kehoe 

Vice Chairman, Retired t 
Kellogg Company 

William E. LaMothe 

Chairman of the Board 
Chief Executive Officer 
Kellogg Company 

Russell G. Mawby 

Chairman and 
Chief Executive Officer 
W.K. Kellogg Foundation 
Battle Creek, Michigan 

Robert L. Nichols 

Vice Chairman 
Kellogg Company 

Walter T. Redmond 

Vice Chairman and 

Chief Administrative Officer, Retired 

Kellogg Company 

Donald Rumsfeld 

Senior Advisor 
William Blair & Company 
Chicago, Illinois 

Harold T. Shapiro 

President 

The University of Michigan 
Ann Arbor, Michigan 

Paul H. Smucker 

Chairman, Executive Committee 
Chief Executive Officer 
The J.M. Smucker Company 
Orrville, Ohio 

Dolores D. Wharton 

President 

Fund for Corporate Initiatives, Inc. 
Albany, New York 


Committees 
Executive Committee 
Elliott M. Estes 

William E. LaMoth e(Chairman) 
Russell G. Mawby 
Paul H. Smucker 

Audit Committee 
Charles M. Bliss 
Philip Caldwell 
Gordon Gund 

Russell G. Mawby (Chairman) 
Walter T. Redmond 
Harold T. Shapiro 

Committee on 

Social Responsibility 

Gordon Gund 

Paul J. Kehoe 

Russell G. Mawby 

Robert L. Nichols 

Harold T. Shapiro (Chairman) 

Compensation Committee 

Brian P Burns 

Elliott M. Estes 

Donald Rumsfeld 

Paul H. Smucker (Chairman) 

Employee Benefits 

Advisory Committee 

Charles M. Bliss 

Paul J. Kehoe 

Walter T. Redmond 

Dolores D. Wharton (Chairman) 

Finance Committee 
Brian P Burns (Chairman) 
Robert L. Nichols 
Donald Rumsfeld 
Harold T. Shapiro 
Dolores D. Wharton 

Nominating Committee 
Philip Caldwell 
Elliott M. Estes (Chairman) 
William E. LaMothe 
Paul H. Smucker 


Corporate Officers 

William E. LaMothe 

Chairman of the Board 
Chief Executive Officer 

Gerald D. Robinson 

President 

Chief Operating Officer * 

Paul J. Kehoe 

Vice Chairman^ 

Robert L. Nichols 

Vice Chairman 

Gary E. Costley 

Executive Vice President 

Charles W. Elliott 

Executive Vice President 
Administration tt 

Arnold G. Langbo 

Executive Vice President 

Horst W. Schroeder 

Executive Vice President 

Scott R. Campbell 

Senior Vice President 
General Counsel and Secretary 

Daryl R. Schaller 

Senior Vice President 
Science and Technology 
Louis R. Somers 
Senior Vice President - Finance 

Donald J. Brett 

Vice President 

Corporate Information Technology 

Ross Buckland 

Vice President 

Fred C. Buhler 

Vice President 
Corporate Development 

Robert L. Burrows 

Vice President-Materials Planning 

William A. Camstra 

Vice President 

Robert L. Creviston 

Vice President-Employee Relations 

George A. Franklin 

Vice President-Government Relations 

Rosalyn Franta 

Vice President-Quality and Nutrition 

John R. Hinton 

Vice President/Treasurer 

Paul A. Humiston, Jr. 

Vice President-Corporate Technology 

Thomas A. Knowlton 

Vice President 

Richard J. Lilly 

Vice President - Travel Services 

Stephen D. McCurry 

Vice President- Research 

Stanley W.Ruis 

Vice President/Corporate Controller 

Joseph M. Stewart 

Vice President - Public Affairs 


Kellogg North America 

Horst W. Schroeder 

President 

Thomas A. Knowlton 

President 

Kellogg Salada Canada, Inc. 

Kellogg International 

Arnold G. Langbo 

President 

Ross Buckland 

Director of European Operations 
Chairman 

Kellogg Company of 
Great Britain Limited 

Donald G. Fritz 

Managing Director 
Australia 

William A. Camstra 

Director of 

Latin American Operations 

M. John Cook 

Manager 
Asian Operations 

U.S. Subsidiaries 

Gary E. Costley 

President 

John J. Feeney 

President 

Mrs. Smith’s Frozen Foods Co. 

Robert J Lievense 

President 
Salada Foods Inc 

Douglas E. Thompson 

President 

Fearn International Inc. 

Michael L. Wolfe 

President 

Whitney’s Foods. Inc. 


* Retired January 31,1987 
tRetired February 28,1987 
ttAppointed February 1.1987 






Kellogg Company 

One Kellogg Square 
RO. Box 3599 

Battle Creek, Ml 49016-3599 
(616)961-2000 

Independent Accountants: 

Price Waterhouse 

Transfer Agents and Registrars: 

Common Stock: 

Harris Trust and Savings Bank 
Corporate Trust Operations 
RO. Box 755 
111 West Monroe Street 
Chicago, IL 60690 

12 :, /4% Australian Dollar Notes due 10/1/88, 
14!/*% Australian Dollar Notes due 10/23/89, 
\QVh% Eurodollar Notes due 1/15/90 and 
\VA% Eurodollar Notes due 1/15/92: 
Citibank, N.A. 

Ill Wall Street 
New York, NY 10043 

Dividend Disbursing Agent: 

Harris Trust and Savings Bank 
Corporate Trust Operations 
RO. Box 755 
111 West Monroe Street 
Chicago. IL 60690 

Dividend Reinvestment and 
Stock Purchase Plan: 

This plan, available to shareholders, pro¬ 
vides a means of regular dividend reinvest¬ 
ment including a voluntary cash payment 
option for the purchase of additional stock. 
For details, corttact: 

Dividend Reinvestment 
Harris Trust and Savings Bank 
PO. Box A3309 
Chicago, IL 60690 

Kellogg Better Government Committee: 

This committee is organized to permit 
Company shareholders, executives, adminis¬ 
trative personnel, and their families to pool 
their contributions in support of candidates 
for elected offices at the federal level who 
believe in sound economic policy and real 
growlh. and who will fight inflation and 
unemployment, try to decrease taxes, and 
reduce the growlh of government. Inter¬ 
ested shareholders are invited to write for 
further information: 

Kellogg Better Government Committee 
One Kellogg Square 
PO. Box 3599 

Battle Creek, Ml 49016-3599 
Attn: Molly Arnodeo 


Company Information 

The 10-K report, cassette tape recordings of 
this report for visually impaired shareholders 
and other corporate information are available 
upon request from: 

llene Olson 
Finance Department 
Kellogg Company 
One Kellogg Square 
PO Box 3599 

Battle Creek. Ml 49016-3599 

Product information is available 
upon request from: 

Consumer Affairs Department 
Kellogg Company 
One Kellogg Square 
PO. Box 3599 

Battle Creek, MI 49016-3599 

Common stock listed on the New York Stock 
Exchange Ticker Symbol-K. 

Throughout this Annual Report references in 
italics represent worldwide trademarks or 
product names owned by or associated with 
Kellogg Company. 

• 1987 Kellogg Company 






With sincere thanks, Kellogg Company salutes the extraordinary contribu¬ 
tions of Gerald D. Robinson, who retired in January' 1987 as the Company’s 
president and chief operating officer, and Paul J. Kehoe, who retired in 
February 1987 as corporate vice chairman. 

During more than 37 years of service to the Company, Mr. Robinson held top 
management assignments in Canada, Europe, and the United States. Mr. 
Kehoe’s 35 years of service included many leadership roles in the areas of 
manufacturing and corporate technology around the world. 





Kellogg Company 

Battle Creek, Michigan 49016-3599 
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